
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



RECENT DEVELOPMENTS IN THE LIFE INSURANCE 

BUSINESS 



By L. G. Fouse, 
President of the Fidelity Mutual Life Insurance Company, Philadelphia, Pa. 



Conditions are ever changing. The question under considera- 
tion, however, is whether in the life insurance business since 1906 
they have changed for the better or for the worse. Enough time 
has not elapsed to establish authoritative facts, but there are indica- 
tions which should be thoroughly and carefully considered in order 
that the future of life insurance may have whatever benefit there is 
to be derived therefrom. 

The recent financial depression has had a marked effect upon 
the business of life insurance. The cause is in dispute. Financial 
authorities, however, agree that the immense destruction of capital 
through the Boer War, the Japanese-Russian War, the San Fran- 
cisco earthquake, and other disasters, was the fundamental cause of 
the break of one of the weakest links in the financial chain of the 
world. 

The great system of life insurance is one of the strongest sec- 
tions of the chain, but it had a link weakened by mismanagement 
in a few of the companies. This link has been removed and a new 
one put in its place. The question now before us is, have the 
changes as a whole resulted in any impairment of the business, or 
are they for its betterment. They were designed to be for its 
betterment, but are they? New insurance laws have been passed 
in most of the states of the Union, and such radical changes made 
that the most experienced men hesitate even to venture an opinion. 

As an example, a few of these laws may be mentioned: Dis- 
crimination in matters of rates against the colored men is pro- 
hibited when it is a statistical fact that there is a material differ- 
ence in the longevity of races. In at least one state, no matter 
what the contract provisions may be, suicide, even though imme- 
diately after issuance of policy, and deliberate and with fraudulent 
intent cannot be a bar to recovery. In another state the recom- 
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mendations of the medical examiner are final, even though he may 
have conspired with the applicant to perpetrate a fraud on the 
company. Another state imposes a penalty of twelve per cent 
for exercising the constitutional right of defending a claim believed 
to be unjust. In a number of states, laws have been enacted which 
prevent removal of a case to the United States courts, while others 
undertake to regulate the details of management with requirements 
that are impractical, expensive and even dangerous. In the State 
of Wisconsin, twenty-one companies unwilling to incur the risk 
of impracticable laws, voluntarily withdrew from the state. Twenty- 
seven life companies withdrew from Texas because of the unjust 
and oppressive tax and deposit laws. Fourteen states have enacted 
statutory provisions for life policies. Some of these provisions 
conflict with those of other states, and render difficult interstate 
business, which is essential to a proper average. 

The only recent improvement noted in legislation is in the 
line of reducing the too burdensome tax on life companies. The 
companies now pay for taxes, fees, licenses and cost of supervision 
more than $12,000,000 per annum. This tax is the equivalent 
of 2.25 per cent of the premium income. In 1890 it amounted to 
1.4 per cent, and in 1908 it had increased to 2.3 per cent. It is 
generally conceded that the tax rate should not exceed one per 
cent of the premium income, and this should include the tax of one 
per cent on surplus recently imposed by the United States Gov- 
ernment. In Germany the life companies pay only twenty- four 
cents in taxes, against $2.26 in America. In Canada the ratio 
is a trifle over one per cent of the premium income; in Australia 
less than 1.5 per cent. However, the indications are that policy- 
holders are waking up to the fact that they are paying the tax, and 
are demanding that their representatives in the several legislatures 
remedy the injustice. 

December 31, 1904, the statements of the life companies, 
numbering ninety-two — having $12,539,499,890 insurance in 
force — showed that a trifle over fifty-three per cent of the income 
was disbursed in expenses, payment of losses, surrender values, 
etc., while in December, 1908, the number of companies had in- 
creased to 170, with $14,540,781,439 insurance in force, and the 
disbursements represented fifty per cent of the income, or a gain of 
about three per cent. This indicates an improvement, but the 
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fullest analysis would not at this time disclose the actual facts. It 
may be, and probably is, largely due to the effect of medical selec- 
tion of the seventy-eight new companies which have written all 
their business since 1904, and hence a very small portion of their 
business is beyond the effect of medical selection. Again, it may 
be due, to some extent, to the recent retrenchment in expenses 
incident to the restrictive laws, which is responsible for the large 
reduction in business of the New York State companies. Again, 
the business of the seventy-eight young companies, not old enough 
to have many surrender values, neutralized the effect of the busi- 
ness in the older companies in which the increased amount paid 
for surrendered and purchased policies was fifteen million dollars 
more in 1908 than in 1907; or the reverse, to some extent, is 
due to the liberalizing of contracts in favor of the individual as 
against the aggregate, the effect of which is questionable and 
uncertain. Indeed, it will require the lapse of at least another 
decade before an analysis can be made with any degree of certainty 
as a guide for the future. 

If we take individual companies, which are affected differently 
by changed conditions, we will find that those that have been able 
to reduce the expense of business-getting, have been enabled to liber- 
alize their contracts to meet both the letter and the spirit of the laws 
enacted, all of which would seem to be to the advantage of policy- 
holders. It is, however, a question which time alone will enable 
one to answer truly, whether laws and conditions which make pos- 
sible, if they do not encourage, fraud upon life insurance compa- 
nies, that prescribe and limit conditions regarding the investment 
of assets, the sale of securities, the loaning of reserve to policy- 
holders, limiting the amount of business a company may do, lim- 
iting the amount of surplus that it may maintain for the protec- 
tion of policyholders, etc., are, after all, for the best interests of 
policyholders. 

The life insurance companies in the United States have about 
three and one-quarter billions of assets, and over thirteen billions 
of insurance in force. This insurance is carried by about twenty 
millions of persons. 

While the general outlook of business conditions in life insur- 
ance is favorable, especially in view of the improved conditions 
of business in general throughout the country, it is not by any 
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means certain that the changes in recent years have been for the 
permanent good of the business. 

State or Government Insurance 

The economic and social conditions of recent years have given 
promise of an experiment in some form of state or government insur- 
ance. Mr. William Jennings Bryan, former presidential candidate, 
in April, 1905, made this statement in a periodical: "I believe in 
state insurance, in the state government conducting an insurance 
business on a basis where the premiums would cover all expenses, 
and at the same time give insurance to the masses at absolute cost. 
I advocate issuance by the state of both life and fire policies." 

Paternalism has crept into the laws of a number of states, the 
effect of which is yet to be determined. Massachusetts has enacted 
a savings-bank insurance feature, which has had strong support, 
and which, we are glad to say, has been established on a scientific 
basis, but from a practical point of view, it will probably show 
little better results than the forms of government insurance as 
established in New Zealand, France and other countries. Not- 
withstanding the many advantages secured to the New Zealand 
life insurance scheme by the government, private companies have 
more than held their own, and the government scheme is, in com- 
parison, on the wane. In Great Britain a plan introduced by Mr. 
Gladstone, which makes every post office in the nation an agent, 
has languished, and has hardly been a factor in the insurance busi- 
ness. The French government established a department July 11, 
1868. The insurance in force in the department, December 31, 
1908, represented $1,300,000 insurance, or hardly enough to be a 
reasonable amount for a month's business of an average American 
company. In order to increase the business, the government re- 
insured some mutual societies, but in this it has already had a dis- 
astrous experience. While the premium income in one year on the 
reinsured business was $47,000, the losses for the same period 
amounted to $45,000, with no accumulation for the future. 

The National Civic Federation made labor insurance a part 
of its program for the annual meeting held on December 15, 1908, 
in the subject : "How may the employee and his family be protected 
against financial stringency in case of accident, illness or death?" 
Shall the plan followed in England, or shall the Massachusetts 
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voluntary savings bank annuity plan; or shall the state or the em- 
ployer ; or the state, employer and employee, jointly, as in Germany, 
be adopted? The discussion did not result in anything definite, 
but was "decidedly favorable to some form of state insurance." 
Consideration was given to some form of state insurance in Wiscon- 
sin, Massachusetts, Texas, Illinois, Florida, and in New York as far 
back as 1905 ; and later in Michigan, Tennessee, Virginia, Kansas, 
and in some other states, but no substantial progress has been made 
with it. "A strong tendency, however, exists toward retirement 
funds, industrial pension funds, employers' relief associations, etc., 
all of which are commended, provided they are based upon sound 
actuarial principles." 

"The Standard," of Boston, in 1908, said, "The tendency of 
the recent reform in life insurance, legislation is to fossilize the 
business. The public has infinitely more to gain from competition 
in insurance by companies conducted by private enterprise than 
from the dry rot of any state system of insurance." 

In Great Britain, where insurance is much older than in this 
country, by reason of which the impractical has largely been elimi- 
nated, the policy of "publicity and freedom," has been found to 
give the best results. Under the laws of England the company 
management is restricted as follows: 

Directors of a company cannot avail themselves of their position to 
enter into beneficial contracts with the company; nor can they buy property 
and then sell it to the company at an advanced price. . . . Directors 
cannot receive commissions from other parties on the sale of any of the 
property of the company; and generally, they cannot deal for their own 
advantage with any part of the property or shares of the company. . . . 
Upon similar principles a court of equity converts a party who has obtained 
property by fraud into a trustee for the party who is injured by that fraud. 

Aside from the foregoing restrictions, which prevent managers 
from having interests antagonistic to the interests of policyholders, 
details are left to be worked out through competition, "publicity 
and freedom." There is no legal standard of solvency, as we have 
in this country, and a method of computing reserve is not pro- 
vided by law, but publicity must be given to the method adopted 
by the company. Instead of pursuing plans which within the 
last half century have been found to be entirely satisfactory in 
Great Britain, the disposition in this country, from an insurance 
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point of view, has been to control and regulate by law the minutest 
details. 

The business depression in recent years, from which the coun- 
try has, for the most part, recovered, and the revival of business 
in general, have had their economic lessons, which will prove bene- 
ficial to the life insurance business. Rebates, primarily responsi- 
ble for many wrongs and misdeeds, have practically ceased. Im- 
provements have been made in policy contracts, and in many of 
the details of the business, but much of the legislation has fixed 
and rendered inflexible conditions over which the companies can 
exercise little or no control — like the rise and fall of flowing streams 
— that it is calculated ultimately to injure the business. For ex- 
ample, the surplus that a company may have is limited by law ; the 
loan and surrender values, together with the rate of interest on loan 
values, are fixed by law ; and whenever such values and rate con- 
flict with the financial and commercial conditions prevailing in the 
country, trouble is sure to follow. Such legislation cannot be modi- 
fied or repealed too soon for the general good of the business. 
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